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Mr. Chairman, we return this morning to once again explore the issue of regulating credit 
rating agencies. As I have noted during our past hearings, entities like Standard and Poor’s, 
Moody’s, and Fitch have long published their views on the creditworthiness of the issuers of debt 
securities, and the significance of these opinions has greatly expanded in recent years. 

Although rating agencies received some scrutiny after the recent surge of corporate 
scandals, we have not yet mandated any substantive changes in their practices.  We have, 
however, since our last hearing begun to consider potential legislative reforms in this area.  A 
bill, H.R. 2990, has been introduced by my colleague from Pennsylvania.  In addition, at my 
request, the experts at the Securities and Exchange Commission have put together a conceptual 
legislative outline for our consideration. 

While I agree with you, Mr. Chairman, that something needs to be done in this area of the 
securities marketplace to improve transparency and oversight, H.R. 2990 as introduced is not the 
solution to this problem.  It would eliminate the current Nationally Recognized Statistical Rating 
Organization framework that we have had in place for three decades.  Instead of casting this 
accepted framework aside, we should build on the work of the Commission in these matters. 

H.R. 2990 is also, as one witness will note in her testimony today, “inconsistent with the 
overwhelming majority” of commenters in the most recent Commission concept release.  As I 
understand, less than ten percent of the respondents to this concept release supported the 
elimination of the NRSRO framework. 

Additionally, we now have a classic “quantity” versus “quality” debate.  H.R. 2990 
focuses on increasing the quantity of raters. To protect investors, we should focus on the quality 
of ratings as the Commission’s conceptual legislative outline seeks to do. 

In my view, the problems encountered by investors before Enron’s downfall, 
WorldCom’s bankruptcy, and New York City’s debt crisis, among others, were related to the 
quality of ratings, not the quantity of raters.  Nevertheless, Mr. Chairman, I understand the desire 
to increase competition in this field and I am willing to explore these matters further. 

Additionally, in a statement prepared for today’s hearing, the Bond Market Association 
notes that the bill “could ultimately dilute the important role credit rating agencies play in the 
capital markets.”  Mr. Chairman, I ask unanimous consent to insert this statement into the record. 

Beyond quality issues, I am also concerned that H.R. 2990 could cause serious 
disruptions in the marketplace if enacted into law.  Eliminating the recognition process and 
replacing it with a registration process could cause unintended consequences.  The NRSRO 
concept, after all, has become embedded in many areas of the law.  The term is used in about 8 
federal statutes, 47 federal rules, and more than 100 state laws. 

It is also used in laws related to communications, education, transportation, in addition to 
banking and securities statutes. Moreover, changing the phrase could cause uncertainty and 
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potential turmoil for any mutual fund that relies on a strategy of purchasing only those debt 
securities of investment grade, as determined by an NRSRO. 

We must further be very sensitive to the First Amendment issues posed in these debates.  
The courts have previously ruled on matters such as the permissibility of registration 
requirements for publishers, which the NRSROs contend that they are.  The courts have also 
ruled that we must be very precise in crafting statutes that impede upon the First Amendment.  
H.R. 2990 is vague in its present construction and needs work to withstand judicial scrutiny. 

Ultimately, we need to move deliberately in these matters.  From my perspective, we 
need to focus on the prior work of the Securities and Exchange Commission.  We should also put 
a great deal of weight on their conceptual legislative outline as a roadmap for our work in the 
months ahead. The outline seeks to establish an effective supervisory system to ensure that 
credit rating agencies operate in a transparent manner with adequate policies and procedures. 

To help us in these efforts, last week I called upon all interested parties to examine the 
roadmap of proposed reforms developed by the Commission’s experts at my request, and I 
request unanimous consent to insert this document into the record.  Today, I again call upon all 
parties to review this legislative outline and offer comments on it before the end of August. 

In the meantime, I hope that the Commission and the rating agencies will expedite their 
deliberations over a voluntary agreement to improve transparency in the coming months.  The 
success of these negotiations and the effectiveness in enforcing any final voluntary accord will 
help to determine the need for a compulsory bill and the speed of legislative action. 

In conclusion, Mr. Chairman, this issue is one on which we should focus in the 109th 

Congress. I commend you for your leadership in these matters and hope that we can work 
together to identify an appropriate consensus in the months ahead. 










	AND GOVERNMENT SPONSORED ENTERPRISES 
	WEDNESDAY, JUNE 29, 2005 

